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KOREA KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all values are in current U.S. $ Million and represent period 
averages. 

Exchange Rate: US$1.00=673.0 won Percent Change 

As of December 4, 1989 1987 1988 1989 1987 1988 1989 


(Est .) 
INCOME, PRODUCTION, EMPLOYMENT 


GNP 128,439 169,154 204,367 10.8* 
GNP at Constant (1985) Prices 114,238 128,169 136,500 6.5* 
Per Capita GNP ($) 3,098 4,040 4,834 9.7* 
Indices: 1985=100 

Industrial Production 143.6 162.6 170.7 

Avg. Labor Productivity 131.8 150.4 165.4 

Avg. Industrial Wage 121.6 144.8 181.0 
Labor Force (Thous.) 16,873 17,305 17,963 
Avg. Unemployment Rate (%) sou 2.5 2.8 
Total Population (Thou. Mid-year) 41,575 41,975 42,380 


MONEY AND PRICES 
Money Supply (M2) 1/ 50,839 73,337 85,300 
Interest Rates (Comml. Banks) 42.90 11.0 11.0 
Indices: 1985=100 
Wholesale Price 99.0 102.7 103.7 
Consumer Price, all cities 105.9 113.4 220.52 
GNP Deflator 106.2 110.8 L252 


BALANCE OF PAYMENTS AND TRADE 
Gold and FX Reserves (Official) 1/ 3,615 212,378 17,900 
External Debt 1/ 2/ 35,600 31,200 29,500 
Annual Debt Service 3/ 17,600 10,100 8,700 
Annual Debt Service Ratio (%) 3/ 31.3 14.2 11.5 
(excl. prepayments) ) (15.3) (8.7) (7.6) 
Balance on Current Account 9,854 14,266 4,800 
Balance of Trade (BOP Basis) 7,659 11,561 4,300 
Exports (FOB), Customs Basis 47,281 60, 696 62,100 
To U.S. 18,311 21,404 21,100 
Imports (CIF), Customs Basis 41,020 51,611 61,600 
From U.S. 8,758 22, 757 15,900 
Balance of Trade, Customs Basis 6,261 8,886 500 
With U.S., Customs Basis 9,553 8,647 5,200 
Average Exchange Rate (Won/US$) 4/ 822.4 730.6 670 
Period-End Exchange Rate (Won/US$) 4/ 792.3 684.1 677 


Major imports from the U.S. in Jan.-June 1989 (in US$ Mil., CIF): Machinery (1,265), 
Electronics & Electrical Equipment (869), Chemicals & Chemical related Products (761), 
Grains (525), Aircrafts (454), Raw Hides & Skins (438), Pulp & Paper (350), Iron & Steel 
(333), Raw Cotton (240), Logs & Wood (229), and Coal (116). 

Major Exports to the U.S. in Jan.-June 1989 (in US$ Mil., FOB): Electronics & Electrical 
Equipment (2,415), Textiles (1,520), Footwear (1,041), Machinery (981), Automobiles 
(747), Iron & Steel (415), Toys (257), Luggage & Handbags (213), and Tires & Tubes (90). 


Footnotes: * Percentage changes calculated in won terms. 1/ Data are for end of period. 
2/ All external debt including debt of under one year maturity. 3/ Includes interest 
payments on debt of under one year maturity as a percentage of total exports of goods and 
services. 4/ For statistical purposes only. This is not an exchange rate forecast. 


Source: Embassy estimates, Bank of Korea, Economic Planning Board and Ministry of Finance. 





I. OVERVIEW AND OUTLOOK* 


In contrast to the double digit rates of export and GNP growth 
registered between 1986 and 1988, many Koreans view economic 
performance in 1989 as pedestrian at best. After recording a third 
straight year of growth in excess of 12 percent in 1988, the rate of 
real GNP growth dropped to 6.6 percent during the first nine months 
of 1989. Exports, historically the engine of Korea's economy, 
dropped to a negative 5.3 percent in volume terms in the first nine 
months of 1989, compared with growth of 15.9 percent in the same 
period of last year. Given the Korean economy's historical reliance 
on exports to fuel growth, the decline in export and GNP growth 


rates has generated concern in the private sector and in the 
government. 


Despite genuine concern with the slowdown, statistics through 
the third quarter showed results that are healthy by world 
standards. Real GNP growth of close to 7 percent, while low by the 
12 percent standard of the past three years, would be considered a 
significant achievement in many economies, and it is in the range of 
average annual growth of 8 percent over the past 10 years. In 
addition, the current account registered a surplus of $3.8 billion 
in the first 10 months, net foreign debt dropped to $3.1 billion at 
the end of September 1989, and reserves grew to $17.4 billion in the 
first 10 months (the equivalent of three and a half months import 
cover). Unemployment and inflation remained low, at 2.7 and 6 
percent, respectively. At 13.2 percent, total fixed investment was 
up from the 12.3 percent recorded in the first three quarters of 
1988. And while exports slowed, domestic demand rose rapidly, 
suggesting that a structural transition is under way that has the 
potential of broadening Korea's sources of growth in the future. 


Economic planners, once preoccupied with promoting rapid 
industrial development and growth and managing Korea's heavy debt 
burden, now face new challenges stemming from Korea's economic 
success. Chief among them is the task of establishing a new 
framework for managing labor-management relations, which many 
identify as the key to Korea's continued prosperity. 


With the advent of democratization in 1987, labor has sought and 
obtained a larger share in the fruits of economic success. Wages in 
won terms increased 60 percent between 1986 and 1989 (in dollar 
terms, about 90 percent). However, productivity increases have not 
kept pace. As a result, unit Labor costs rose 5.9 percent in 1988 


*This report was prepared in December 1989. 





and 15.6 percent in the first half of 1989, according to the Bank of 
Korea, eroding Korea's advantage in exports of labor-intensive 
manufactures. The number of labor disputes declined from 1,686 in 
1988 to 1,532 in 1989. However, according to the Bank of Korea, 
production and export losses resulting from labor disputes rose from 
$3 billion and §.7 billion in 1988 to $5.5 billion and $1.15 billion 
(about 2.3 percent of total exports) respectively in the first 10 
months of 1989. 


The government has indicated that stabilization of 
labor-management relations is essential to future growth; that it 
will promote wage increases in line with productivity increases in 
1990; and that it will continue to work towards improving 
labor-management dialogue. Assuming labor stability, ROKG 
economists expect a solid economic performance in 1990. The 
Economic Planning Board and the Bank of Korea have forecast growth 
of 6-7 percent and a current account surplus of $2-3 billion, if 
industrial peace prevails. The Economic Planning Board has 
cautioned, however, that if labor unrest continues, real GNP growth 
Will be limited to 5 percent or less in 1990. The Bank of Korea has 
projected that Korea will become a net creditor nation next year. 


The wage increases and large external surpluses registered 
between 1986 and 1988 have also raised concern about inflation. In 
an effort to curb inflationary pressures, the government has pursued 
a tight credit policy that both foreign and domestic businesses 
identify as a disincentive to new investment. However, the November 
14, 1989 announcement of a series of measures to stabilize the 
economy, and a more flexibly managed money supply as promised in the 
Economic Management Plan for 1990, suggests an easing of credit in 
the interest of promoting investment and structural adjustment. 


ROKG economic policymakers are also grappling with the desire of 
trading partners to see Korea assume a more responsible role in the 
international trading system in which it has flourished. ROKG 
officials continue to acknowledge that internationalization of the 
economy is necessary to Korea's continued economic success. ROKG 
liberalization efforts to date have opened new opportunities for 
U.S. suppliers. According to the Bank of Korea, Korea's trade 
surplus with the United States for the first 10 months of 1989 fell 
to $3.8 billion (on a customs clearance basis), down 44 percent from 
the $6.8 billion surplus registered between January and October 
1988. Korea's exports to the United States totaled $16.8 billion, a 
1.8 percent decrease over a year before, while Korean imports from 
the United States amounted to $13 billion, a 26.2 percent increase. 





Over the past two years, U.S. exports to Korea have almost doubled 
in volume. 


In May 1989, negotiations carried out under Section 301 of the 
U.S. Omnibus Trade Act resulted in an agreement that, when 
implemented, promises significant benefits for foreign suppliers and 
investors. Korea's disinvocation at the GATT of balance-of-payments 
justification for import restrictions should significantly improve 
over time market access in the agricultural sector. During the 
U.S.-Korea Sub-cabinet Consultations held in December, the ROKG 
reaffirmed its commitment to liberalization and the expeditious 
implementation of agreements providing enhanced market access for 
its trading partners. The United States will continue to monitor 
ROKG implementation efforts and to press for meaningful market 
access for U.S. exporters and investors. 


II. POLITICAL SETTING 


The process of democratization continued in Korea in 1989, 
albeit not without a good deal ot controversy. A freer press and an 
opposition-controlled National Assembly have helped to increase the 
intensity of the public debate on a variety of political, economic 
and social issues. Unauthorized trips to North Korea by several 
dissident figures, however, fueled a government crackdown on 
"leftism." Labor-management strife continued in 1989, although it 
abated somewhat in the second half of the year when the government 
began to play a more interventionist role. During the year public 


support for the student movement declined dramatically, as did 
radical student activism. 


In a surprising development, on January 22, 1990, President Roh 
announced that his ruling party will merge with the two opposition 
parties led by Kim, Young-Sam (RDP) and Kim, Jong-Pil (NDRP). The 
new political group will control more than two-thirds of the seats 
in the National Assembly. 


III. KOREAN ECONOMIC TRENDS 


Macroeconomic Performance: After three years of double-digit 
growth, Korea's real GNP growth slowed in 1989. During the first 
nine months of 1989, real GNP grew 6.6 percent (GDP 6 percent) over 
the same period of last year. The Bank of Korea attributed the 
slowdown in real GNP growth to negative growth in exports, which 
fell in volume terms due to won appreciation, wage increases and 
production losses stemming from labor disputes. Economic growth in 





the first nine months of 1989 was led by private consumption and 
fixed investment, which grew 10 and 13.2 percent, respectively. 
Exports -- historically the engine for Korea's economic growth -- 
declined by 5.3 percent in real terms. 


Unemployment for the first nine months of 1989 was 2.7 percent, up 
slightly from 2.5 percent in 1988 (3.1 percent in 1987). Large 
business groups have cut new recruitment, in part due to high wage 
increases; during the first 10 months of 1989, wages of businesses 
with 100 employees or more rose at an average of 18 percent, 4.6 
percentage points more than the rate in the same period in 

1988. During the first 11 months, wholesale prices rose by 1.5 


percent over the same period in 1988, while consumer prices rose by 
5.8 percent. 


Concerned with the slowdown, Korean business people have called 
for stimulative measures, including devaluation of the won, 
reduction of interest rates by 2 percent, and increased export 
financing. On November 14, 1989 the government announced a series 
of stabilization measures, which included reduction of the Bank of 
Korea's rediscount rate by 1 percent and the establishment of a 1 
trillion won ($1.5 billion) loan fund to promote capital 


investment. In its Economic Management Plan for 1990, released in 
December, the government announced that it will provide further 
support for capital investment and enhanced export financing, while 
working to improve labor-management relations. Between November 14 
and December 29, the won declined .93 percent against the dollar; 
although for the year as a whole it still showed a slight (.8 
percent) rise. 


The Economic Planning Board (EPB) revised its projections for 
real GNP growth in 1989. EPB projected growth at 8 percent at the 
beginning of the year and revised downward to 7.5 percent in June. 
Real GNP is now expected to reach 6.5 percent in 1989. Per capita 
GNP this year is predicted to increase from $4,040 in 1988 to 
$4,830, a 9.7 percent increase in won terms. The government has 
decided to freeze public utility charges, including subway fares, 
during the second half of this year to keep consumer price hikes 
below 5 percent and increases in wholesale prices within 3 percent. 


Fiscal and Monetary Policy: Total money (M2) increased 19 
percent during the January-June period 1989 over the same period 
last year. In October, due to continuing concern with inflation, 
the growth rate slowed further to 17.5 percent (slightly more than 
the average 17 percent increase target for the second half of the 
year). During the first seven months, the Bank of Korea issued a 





net 2.1 trillion won ($3 billion) worth of Monetary Stabilization 
Bonds (MSB) to attain the targeted growth rate. Outstanding MSB's 
amounted to 17.5 trillion won ($26 billion) at the end of October, 
equivalent to 33 percent of the M2 outstanding. In November, the 
Economic Planning Board announced that total money will be managed 
"flexibly" within a projected annual growth rate target of 18 
percent this year, in lieu of the monthly growth rate targets 
employed until now. The Ministry of Finance also announced that 
MSB's will be gradually replaced with long-term bonds. 


General account revenue collections during the first 10 months 
this year totaled 19.7 trillion won, an 11 percent increase from a 
year ago. Expenditures amounted to 14.7 trillion won, up 13 
percent. The general account surplus increased to 5 trillion won, 
up from the 4.4 trillion won in the same period of last year. With 
a sizeable surplus in special accounts, the overall fiscal balance 


reached 6.2 trillion won, up from a 4.5 trillion in the same period 
of 1988. 


The ROKG's FY 1990 budget includes a 19.7 percent increase in 
the national budget for 1990, increasing expenditures from this 
year's 19.2 trillion won to 23 trillion. The increase in spending 


is expected to be covered by a concomitant increase in revenues, and 
reflects the government's desire to eliminate the fiscal surpluses 
that have been registered in the 1980's. The budget assumes nominal 
GNP growth of 11.3 percent, 7.5 percent growth in real terms. In 
November, the National Assembly also approved the government's 
supplementary budget request for FY 1989 of 2.9 trillion won, which 
will be funded by the FY 1988 fiscal surplus of 3.3 trillion won. 


Including the supplementary budget, the 1989 budget increase rate 
will be 22 percent. 


Balance of Payments and Foreign Debt: The current account 
surplus in the first ten months of 1989 was $3.8 billion, about one 
third the $10.8 billion recorded in the same period last year. The 
Bank of Korea attributed the decline primarily to slower export 
growth during the period, resulting from protracted labor disputes, 
the cumulative effect of the large wage hikes of the past several 
years and won appreciation. The government has estimated that 
export income lost in the first 10 months of 1989 as a result of 
labor unrest totaled $1.1 billion. The government has revised its 
estimate of Korea's current account surplus in 1989 to $5 billion, 
from the $9.5 billion projected at the beginning of the year. 


According to data released by the Bank of Korea, Korea's trade 
surplus with the United States for the first 10 months of 1989 








amounted to $3.8 billion on a customs clearance basis, a 44 percent 
decline from the $6.8 billion surplus in the first ten months of 
1988. Korean exports to the United States during the period 
decreased 1.8 percent, totaling $16.8 billion. Imports from the 
United States in the first 10 months of 1989 rose 26.2 percent over 
January-October 1988 to $13 billion. 


Korea's outstanding gross external debt at the end of September 
was $30.5 billion, a $0.7 billion decrease from the beginning of the 
year. The decline was about one-third the decrease registered in 
the first nine months of 1988. Large short-term capital inflows 
contributed to the slowdown in reduction of foreign debt this year. 
Net foreign debt (gross debt minus foreign assets) totaled $3.1 


billion, down from the $7.3 billion registered at the beginning of 
1989. 


Exchange Rates: The won appreciated 15.8 percent against the 
U.S. dollar in 1988. From December 1988 to April 1989 the won 
(expressed in foreign currency) appreciated by 2.67 percent against 
the U.S. dollar. From April to December 27, however, the won 
depreciated against the U.S. dollar by 1.7 percent. (As of December 
27, the Korean won had appreciated 31.5 percent against the U.S. 
dollar since September 1985.) As of December 27, the Korean won had 
depreciated 2.88 percent against the Deutschmark from the end of 
1988, 3.37 percent against the French Franc and 6.29 percent against 
the New Taiwan Dollar. The won appreciated 12.58 percent against 


the British Pound and 14.86 percent against the Japanese Yen over 
the same period. 


The Ministry of Finance introduced a new "market middle rate 
exchange rate system" in March 1990 as a transitional step before 
implementing a freely floating exchange rate sometime after 1992. 
Under this new system, the daily won-dollar average exchange rate 
Will be set in principle on the basis of the prevailing inter-bank 
rate and foreign exchange transaction volumes on the previous day. 
The daily won conversion rates against other foreign currencies will 
be based on the won-dollar rate plus the cross rates on 
international foreign exchange. 


Financial Sector: In December 1988, the government deregulated 
most lending rates and deposit rates for instruments with maturities 
of over two years. Also in December 1988, the government issued a 
revised plan for liberalization of the capital market between 1989 
and 1992. The plan provides for direct foreign investment in the 
Korean Stock Exchange in 1992 under conditions yet to be specified. 
The government has carried out several of the steps it had projected 





for 1989 in the plan: third tranches of the Korea Fund and Korea 
Europe Funds, amounting to $50 million, were issued; two more 
Korean companies were given permission to float convertible bonds 
overseas, bringing the number of companies that have been permitted 
to do this to seven; as part of the government's November 14 
package of measures to stabilize the economy, it was announced that 
companies in high-tech industries seeking to finance imports of 
capital goods would also be permitted to issue bonds overseas; 
several additional foreign securities houses/banks were given 
approval to open securities representative offices in Seoul, 
bringing the total to 22; and foreign brokerage firms were given 


permission to increase their equity in a Korean securities firm from 
5 to 10 percent. 


Foreign banks continued to operate profitably in the first three 
quarters of 1989. However, uncertainty about their access to 
sources of loca] currency funding continued. The government is in 
the process of finalizing policy and regulatory changes that will 
have an impact of foreign banks' access to a won funding base, such 
as adjustment in the limits on issuance of CD's by foreign banks, 
revisions in capitalization ceilings, and new criteria for the 
establishment of additional branches. The Bank of Korea announced a 


reduction of 10 percent in foreign banks' swap facilities effective 
December 1. 


Foreign Investment: Approvals for foreign investment in the 
first 10 months of 1989 totaled $885 million in 264 projects, down 
22 percent from the same period in 1988. Slower economic growth and 
increased labor activism in 1989, as well as the gradual phase-out 
of tax holidays for investment in certain sectors, contributed to 
the slowdown in foreign equity investment in 1989. By source, U.S. 
applications for new investment in Korea increased 21 percent in the 
first nine months of 1989 compared with the same period in 1988. 
Applications from all other investment sources -- including Japan, 


Korea's largest foreign investor -- have declined in 1989 from a 
record high in 1988. 


U.S. approvals totaled $217 million in the first nine months of 
1989, while Japanese approvals totaled $383 million. Approvals for 
investment in the manufacturing sector reached $568 million in the 
first nine months of 1989, a 1 percent increase from the previous 
year, but accounted for a substantially larger share of total 
investment (66 percent) than in the previous year (51 percent). The 
service sector saw a drop in investment approvals, $294 million 
compared with $526 million in the comparable period of 1988. The 
decline is attributed mostly to the post-Olympic drop in approvals 
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for tourist hotel facilities, from $413 million in 1988 to $97 
million in 1989. Investment arrivals also slowed down in 1989: 
arrivals totaled $573 million in the first nine months of 1989, down 
5.1 percent from $604 million in the same period last year. 
According to the Ministry of Finance, 26 six foreign invested 
companies ceased operations in Korea in the first ten months of 
1989, setting a record for investment withdrawals in a single year. 


Investment regulation in Korea is changing. In accordance with 
the Super 301 agreements reached in May 1989, the ROKG agreed to 
ease entry conditions and performance requirements for foreign 
investors beginning July 1, 1989. Provisions include liberalization 
for advertising agencies, pharmaceutical products, cosmetics and 
toiletries (beginning July 1, 1990), and travel agencies (beginning 
1991). The ROKG announced on November 28 that it will raise the 
ceiling for automatic approval of minority-invested projects from $3 
to $100 million in early 1990, effectively eliminating investment 
approval requirements for this category of investment. 


In contrast to the relaxation by the ROKG of the regulatory 
controls on foreign investments, other aspects of the investment 
climate showed negative trends for foreign investors. Wages rose 


risen sharply (18-19 percent annually) during the past two years and 
labor disputes frequently involved work stoppages. In addition, 
firms have experienced difficulty in obtaining financing as a result 
of the government's tight credit policy and government-imposed 
restrictions on the import of capital. 


Merchandise Trade: During the first 10 months of 1989, Korean 
merchandise exports totaled $50.5 billion, a 4 percent increase in 
value terms over the first 10 months of 1988. Overall growth slowed 
considerably compared to an average 28 percent growth rate during 
the same period in 1986, 1987, and 1988. Due to slower growth in 
merchandise trade, the ROKG has reduced the 1989 export projection 
from $70 billion to $62 billion. 


In the first 10 months of 1989, Korea's merchandise imports 
increased by 19 percent in value terms to $50.4 billion, reducing 
the surplus on the foreign trade balance during the first 10 months 
of the year to $63 million. Korea's $63 million trade surplus is a 
drop of 99 percent from the $6.2 billion trade surplus reported 
during the same period of 1988. 


Korea's trade surplus with the United States in the first ten 
months of 1989 totaled $3.8 billion, a 44 percent drop from the same 
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period in 1988. This resulted in part from a 27 percent growth in 
imports from the United States over the same period in 1988. Korean 
exports to the U.S. dropped by 2 percent. The percentage of United 
States sales to Korea as a share of Korea's total imports increased 
to 26 percent, up from 24 percent recorded in the same period of 
last year. At the same time, Korean exports to the U.S. accounted 
for 33 percent of total Korean exports, a 2 percent drop from the 
Same period in 1988. Compared with the period January-October 1988, 
Korea's bilateral trade deficit with Japan increased by $66 million 
to $3.3 billion during the first 10 months of 1989. Korea's trade 


surplus with the European Community declined by 60 percent to $681 
million. 


ROKG and industry analysts attribute the slowdown in export 
growth and the sharp decline in the trade surplus to protracted 
labor disputes, particularly in the automobile and shipbuilding 
sectors, the large wage increases of the past several years, and the 
cumulative effect of won appreciation. The ROKG attributed 
increased imports from the United States to its efforts to encourage 
increased buying from U.S. sources and its liberalization of tariff 
and nontariff barriers. As of July 1, 1989, the import of 84 items 
was liberalized under the Korean Trade Plan, and the average tariff 
rate dropped from 18.1 to 12.7 percent. Furthermore, the ROKG 
reduced the tariff rates on 86 products in response to requests by 
Korea's major trading partners including the United States. 


Protection of Intellectual Property Rights: New laws, effective 
July 1, 1987, have helped alleviate unauthorized use of copyrights, 
patents and trademarks, a serious problem for foreign firms 
operating in Korea. The laws underscore the Korean Government's 
long-term commitment to provide adequate protection for intellectual 
property rights. However, due to weak enforcement of the new laws, 
in May 1989 the U.S. Government (USG) placed Korea along with seven 
other countries on a “Priority Watch List" of countries whose 
efforts to protect U.S. intellectual property rights needed to be 
improved. On November 1, the USG determined that ROKG enforcement 
efforts had improved sufficiently to warrant shifting Korea from the 
Priority Watch List to the Watch List. The USG will continue to 
monitor Korea's efforts to provide adequate and effective protection 
of U.S. intellectual property rights and ensure fair and equitable 


market access to U.S. persons that rely on intellectual property 
rights protection. 


Textiles and Footwear: Textile exports during the first nine 
months of 1989 totaled $9.4 billion, an increase of 6 percent over 
the same period of 1988. Korea's textile exports accounted for 21 
percent of total Korean exports for the first nine months of 1989, 
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and was the the second largest category of exports. (In 1988, 
Korea's textile industry was overtaken by electronics as the largest 
category of exports.) Textile exports to the United States amounted 
to $2.4 billion during the first nine months of 1989, a 3 percent 
increase over the same period of 1988. Textile exports to Japan 
increased by 16 percent, totaling $2.4 billion. Korean exports of 
textiles to southeast Asia jumped 48 percent to $268 million. 
Domestic sales of women's high-fashion casual wear and sportswear 
with internationally famous brand names (imported trademarks) 
continued to boom. 


Korea's textile industry has been greatly effected by wage 
increases, won appreciation and international competition from lower 
wage countries. As a result, Korean textile manufacturers have 
increased overseas investments. During the first half of 1989, 
Korea's textile industry made 20 investments offshore totaling $16.8 
million, mainly to the Caribbean Basin region and Southeast Asia. 
One investment was made in the United States. For the same reasons, 
some of the large textile manufacturers shifted their domestic 
investments away from textiles to other industries such as 
automobile parts, computer firms and tourist companies. 


Footwear was Korea's sixth largest export product during the 
first nine months of 1989, totaling $2.6 billion or 5.7 percent of 
total Korean exports. This was a decrease of 11 percent over the 
same period of 1988. Orders for Korean footwear increased 
Significantly in the third quarter. However, industry analysts 
report that the increase in orders is a temporary development 
growing out of supply problems in the People's Republic of China. 
They project that Korea's footwear exports for 1989 will total $4 
billion. 


Korean footwear exports to the United States dropped 10 percent 
during the first nine months of 1989 to $1.04 billion. Footwear 
exports to Japan increased slightly to $197 million from $326 
million reached in the first half of last year. Footwear exports to 
West Germany dropped. The Korean footwear industry invested $6.5 


million in six overseas footwear factories during the first half of 
1989. 


According to the Korea Footwear Exporters Association, eight 
medium-sized shoe makers/exporters closed their businesses during 
the first half of this year. The remaining businesses face 
increasing competition from lower wage countries. 


Agriculture: In the first nine months of 1989, Korean imports 
of U.S. agricultural products continued to increase, up 17 percent 
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in value from the comparable period of 1988. Total 1989 imports are 
projected at more than $3 billion. The picture was somewhat mixed, 
as some major commodities such as wheat and cotton showed lower 
volume than a year earlier, while others such as corn and cattle 
hides showed strong gains. Wheat export value was basically flat at 
$220 million, but was 22 percent lower in volume. Cotton shipments 
fell 4 percent in volume and 10 percent in value to $319 million. 
Total hides and skins, however, rose 24 percent in volume but rose 
only slightly in value to $521 million. 


Although bulk commodities such as those mentioned above continue 
to make up close to 98 percent of Korea's agricultural imports, 
growth in imports of high-value products has been very rapid. 
Despite a food satety scare that severely damaged sales, U.S. 
grapefruit exports more than doubled from 1988's level. Shipments 
of confectionery products, juices, and treenuts also grew rapidly. 
Total horticultural product sales more than doubled, to $50 
million. Sales of beef, partially liberalized in August 1988, 
reached $58 million, and are expected to continue. 


Many high-value products continue to face import restrictions 
and nontariff trade barriers. However, some restrictions are being 


relaxed, and high consumer incomes are turning into increased market 
opportunities for U.S. products. The outlook for 1990 is for steady 
overall growth, with the strongest growth in consumer products. 


Electronics: For the first nine months of 1989, Korean 
industrial output in electronics totaled $20 billion, an increase of 
10 percent, while exports reached $12.2 billion, growing by 11 
percent over the same period last year. In 1986, 1987, and 1988 
production and exports grew at average annual rates between 30 and 
40 percent. Industry analysts attribute the reduced growth to the 
lull in demand in major world markets and the declining price 
competitiveness of Korean products stemming mainly from won 
appreciation and rising wage costs. 


Exports to Japan and to the United States were up by 32.8 and 
13.7 percent respectively, those to EC countries recorded a negative 
11 percent growth, possibly reflecting the rigid protectionist 
measures of those countries, as well as the depreciation of major 
European currencies against the U.S. dollar. 


Parts and components continued to play the leading role in both 
output and exports, showing gains of 8 and 28 percent respectively 
in the first nine months. Semiconductors accounted for 56 percent 
of all parts and components exports and are the major contributors 
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to the export increase (up 36 percent). Consumer electronics which 
led industry production until 1987 with such items as TVs, VCRs, and 
microwave ovens grew 4 percent in output. Exports dropped by 1.5 
percent. Manufacture of industrial electronics grew at the highest 
rate of 28 percent, but exports stood below average at 8 percent. 


Domestic sales of electronics products outpaced exports, growing 
33 percent in the first nine months of 1989. Large Korean 
semiconductor manufacturers such as Samsung, Goldstar and Hyundai 
are placing future business emphasis on more technology-intensive 
areas. These companies have gone into producing one megabit dynamic 
random access (DRAM) chips this year. Despite uncertainty in world 
market demand for memory chips, the Korean electronics leaders 
continue to press forward with an ambitious investment plan ($3.5 
billion in 1989) to move into 4 megabit DRAM and other 
state-of-the-art production in the 1990s. 


Shipbuilding: New orders for the first nine months of 1989 
totaled 2.1 million gross tons (GT) (2,044 thousand GT of export 
ship orders and 35,000 tons of domestic orders), a 47.5 percent 
increase over the same period of 1988. In value terms, Korean 
shipyards received orders totaling $2.2 billion, representing a 160 
percent gain over the same period of 1988. The substantial rise in 
value reflects a rise in ship prices in 1989 and shipbuilders' 
desire for higher profit margins on individual sales. However, 
industry sources believe widespread labor disputes among major 
shipyards during the first six months and Korea's reduced price 
competitiveness due to won appreciation and rising labor and 
material costs have inhibited the rate of growth in orders. 


Shipbuilders are confident they will achieve their 1989 targets 
of 3 million tons in orders and an increase in ship prices by 20 
percent. Industry analysts believe prospects for Korea's 
shipbuilding industry are good over the next five years because of 
strong international demand for ships, recent ship price increases, 
the slowing pace of won appreciation, Japan's inability to deliver 
on new orders until 1991, and a recently announced Korean Government 
rationalization program for the shipbuilding industry. 


Construction: During the first nine months of 1989, orders for 
domestic construction totaled $10.7 billion, up 54.3 percent from 
the same period of 1988. Orders from the public sector increased 
44.8 percent over the same period of 1988 to $4.1 billion. Major 
public projects included regional development plans, port expansion 
and construction of industrial complexes. Private sector orders 
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also increased 60.9 percent to $6.6 billion, accounting for 62 
percent of total orders. 


Overseas orders during the first nine months of 1989 totaled 
$1.2 billion, representing a 23 percent increase over the same 
period of 1988. Orders from the Middle East accounted for 73.4 
percent of the total. 


The domestic construction market grew to an estimated $19 
billion in 1989, up from the original target of $15 billion because 
of new housing projects, construction of two satellite cities for 
Seoul, extension of subway lines, construction of high speed 
electric railways and road development and west coast industrial 
complex projects. 


Industrial analysts lowered revenue targets for overseas 
construction for 1989 from $3 billion to $2.5 billion (excluding a 
$5.3 billion Libyan project) because orders from Iran and Iraq have 
fallen short of expectations. Many industrial concerns expect the 
overseas construction market to expand during the coming years 
because of rehabilitation projects in Iran and Iraq and a recovery 


in oil revenues of the Middle Eastern countries. While the Middle 
East market will continue to account for the lion's share, Korean 
companies are interested in diversifying their markets to include 
the United States, Japan, the Soviet Union and China. 


Automobiles: During the first nine months of 1989, Korean auto 
sales totaled 782,885 units (passenger cars, 75 percent), up 2.8 
percent over the same period in 1988. The volume of domestic sales 
surpassed overseas sales for the first time since 1986; 548,334 
units were sold in the domestic market and 234,551 units in the 
overseas market, representing a 51 percent gain and a 41 percent 
drop respectively over the same time period in 1988. In view of the 
rapid growth of the domestic market, industry analysts expect the 
Major auto companies to shift their focus to domestic sales. 


Exports to the U.S. market totaled 157,593 units for the first 
nine months of 1989, 67 percent of total exports, down by 41 percent 
over the same period of 1988. (During the years 1986-1988, exports 
accounted for more than half of total production. The United States 
was the largest destination accounting for a high of 83 percent of 
total exports in 1988.) Imports of foreign passenger cars rose in 
the first nine months of 1989, amounting to 750 units compared with 
292 units in 1988 and 11 units in 1987. 
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Due to labor unrest in early 1989, Korean automakers have 
lowered their production target for 1989 from 1.5 million units to 
1.2 million units. Automobile exports are expected to decline to 
400,000 units in 1989, a 30 percent drop from 1988's 576,000 units 
and far below the original target of 690,000 units. To help spur 
export sales, Korean automakers introduced new export models in the 
latter half of 1989. They also plan to establish financing 
companies in the United States to provide low interest loans to 
American consumers. 


Industry analysts attribute the surge in domestic sales to 
increased national income, relatively low oil prices, reduction of 
the special consumption tax and introduction of a wider variety of 
models. Alternatively, the sudden drop in exports sales is 
attributed to the combined effects of slow consumer demand in the 
United States, Korean automakers' weakened competitiveness caused by 


appreciation of the won, domestic wage hikes, and an increase in the 
price of raw materials. 


Steel: Korea's iron and steel industry continued to grow 
rapidly during the first nine months of 1989, with crude steel 
production reaching 16.2 million tons, up 12 percent over the same 
period last year. This growth rate is somewhat slower than that in 
Korea's steel industry in the same period of 1987 and 1988. 

Domestic sales, particularly in the construction sector, accounted 
for most of the increase in demand. Domestic demand for rolled 
steel products increased to 10.5 million tons, a 17 percent gain 
over the same period in 1988. Korean rolled steel imports increased 
4 percent over the same time period last year. 


Steel exports for the first half of 1989 were $4.4 million tons, 
a 5.2 percent drop over the same period of 1988. Industry analysts 
report that the drop in exports is due to the increase in domestic 
demand, a stronger won, wage hikes and the Korean Government's 
decision to restrict exports of steel products (mostly steel plates) 
experiencing domestic supply shortages. Exports to Japan accounted 
for 41 percent of total Korean steel exports. 


Exports to the United States made up 17 percent (19 percent in 
the first nine months of 1988), as a result of sluggish demand and 
renewed price competitiveness of U.S. steel products. Korea used 
only 59.7 percent of its quota under the voluntary restraint 
agreement (VRA) out ot total quota amounting to 1,136,000 tons 
during the first nine months of 1989. 
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The industry expects to meet its 1989 target growth rates of 
production, domestic sales, and exports set at 12, 15 and 1.8 


percent respectively while imports are expected to decline 11 
percent over 1988. 


Tourism: During the first nine months of 1989, Korea's 
international surplus in tourism revenues narrowed to $696 million 
from $1,409 million for the same period of 1988. 


During the first nine months of 1989, 2 million foreign tourists 
spent $2.6 billion in Korea, up 21.2 and 11.8 percent respectively 
over the same period of 1988. Per capita spending averaged $1,288 
(a 7.8 percent reduction over the same period of 1988). Japanese 
visitors increased 27.9 percent to 1 million accounting for 51 
percent ot the total; American visitors decreased 5 percent to 
241,935, representing 12 percent of the total. 


890,510 Koreans traveled overseas during the first nine months 
of 1989 spending $1.9 billion, a 73.3 percent increase in tourist 
numbers and a 106 percent increase in expenditures over the same 
period of 1988. Per capita spending averaged $2,158, a 18.9 percent 
gain over 1988. The increases are attributable to the Korean 


Government's liberalization of overseas travel restrictions on 
Koreans. 


IV. IMPLICATIONS FOR UNITED STATES BUSINESS 


In May 1989, the U.S. Government concluded an agreement with 
Korea under the Super 301 provision of the Omnibus Trade Act, which 
has the potential for providing significant benefits for U.S. 
exporters and investors. Under the agreement, the Korean Government 
has agreed to eliminate a number of important structural barriers in 
Korea's trade and investment regime, through the amendment/revision 
of Korean laws and regulations governing investment approvals 
(including the shift from an approval to a notification system, 
effective January 1, 1993), border closures, standards, testing 
requirements and customs procedures. The agreement also provides 
for some further liberalization of agricultural imports, as do 
recent commitments made by the Korean Government at the GATT. 


President Roh and senior economic officials continued to stress 
in 1989 their commitment to economic restructuring and 
liberalization. During visits to Korea in the fall ot 1989, Vice 
President Quayle, United States Trade Representative Hills, and 
Commerce Secretary Mosbacher acknowledged Korea's progress to date, 
but underscored the need for continued efforts at market opening, 
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including full and expeditious implementation of previously 
negotiated agreements. The U.S. Government will continue to press 
the Korean Government to provide meaningful market access to U.S. 
exporters and investors. 


U.S. Export Prospects: In the first three quarters of 1989, 
U.S. merchandise exports to Korea reached $11.6 billion, a 26 
percent increase over the same period in 1988. Although the 
improved price competitiveness of U.S. exports resulting from won 
appreciation contributed to the increase, the Korean Government's 


strategy of diversifying imports and the use of special buying 
missions were also key factors. 


Korea ofters excellent opportunities for U.S exporters, 
particularly as the government continues to encourage Korean firms 
to seek new supplier relationships with U.S. firms. There is a 
strong demand for U.S industrial raw materials, heavy machinery, 
electronics, and high-technology scientific products. Korean 
manufacturers recognize that in order to upgrade the quality of 
their products and arrest rising production costs they must acquire 
more advanced production equipment. U.S. firms can compete very 
effectively in Korea for sales of products such as medical equipment 
and supplies, communications equipment, analytical and scientific 
instruments, electronic industry production and testing equipment, 
electronic components, food processing and packaging equipment, 
industrial controls, special machine tools, and special-purpose 
computers and peripherals. However, in view of Japan's close 
proximity, aggressive marketing and strong after-sales service are 
essential. Korea will continue to be a major market for U.S. 
agricultural commodities as well as industrial materials such as 
coal, chemicals, scrap metals, logs, and lumber. 


The Korean Government will soon embark on a series of major 
infrastructure projects which may offer U.S. firms the opportunity 
to provide engineering services and to compete tor equipment sales. 
These projects include: a new international airport near Seoul 
(1989-1991); a high-speed railway line between Seoul and Pusan 
(1991-1998); and an east-west high-speed electric railway line 
between Seoul and Kang-noong (1991-1996). The total cost of these 
three projects is estimated at $10 billion. In addition, 
large-scale expansion of the container handling facilities of the 
ports of Pusan and Kwangyang is scheduled to begin in the early to 
mid-1990s. The four Korean oil refineries including Yukong, Honam 
0il and Kyung-In Energy have plans to make an estimated total 
investment of $3 billion through 1992 to raise their total daily 
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refining capacity from the present 840,000 barrels to 1,235,000 
barrels. 


Licensing and technical assistance agreements provide an 
alternate means of entry into the Korean market for U.S. exporters. 
In 1988, Korean companies signed 618 technical licensing agreements 
with foreign firms, an 3 percent decrease from the 637 agreements 
reached in 1987. The electronics and electrical machinery sector 
accounted for the largest share of these agreements (28 percent), 
followed by machinery (25 percent). U.S. companies accounted for 
168 of the licensing agreements concluded in 1988 (down from the 180 
agreements concluded in 1987), while Japanese firms signed 288 such 
agreements (down from the 308 agreements reached in 1987). 


The number of technology licensing agreements decreased in 
1989. In the first nine months, 328 agreements were signed, down 


from 478 agreements in the same period of last year (a decrease of 
31 percent). 


Despite the decrease in the number of licensing agreements, 
royalty payments by Korean firms increased substantially in 1988. 
During 1988, royalties paid by Korean firms on technical licensing 


agreements with foreign companies totaled $676.3 million, a 29.2 
percent increase over the $523.7 million recorded in 1987, or more 
than three times the 1984 level of $213.2 million. The largest 
share of the payments ($330 million) went to U.S. companies, while 
Japanese firms received $215 million. In 1988, remittances of 
royalty payments averaged $900,500 per case, nearly doubling the 
1984 level of $487,900 per case. 


For the first nine months of 1989, royalty payments amounted to 
$640 million and are estimated to reach $800 million for the whole 
year. The steady increase in royalty payments on the licensing of 
foreign technology reflects a shift to more technology-intensive 


production in response to the sharp increases in wage costs in 
recent years. 











